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For Release in MORNING Newspapers of Friday, January 8, 1943
S E C U R I T I E S AND EXCHANGE
Philadelphia

COMMISSION

SECURITIES ACT Of 1933
Release No. 2893
SECURITIES EXCHANGE ACT OF 1934
Release No. 3361
ACCOUNTING SERIES
Release No. 42
The Securities and Exchange Commission today made public an opinion in
its Accounting Series indicating the disclosure to be made in financial statements with respect to reserves established to provide for possible losses and
other contingencies arising out of existing war conditions. The opinion, prepared by William W. Werntz, Chief Accountant, follows:
"In view of the material effects which war conditions may have on the
results of operations and the financial condition of corporations, careful
consideration must be given to the need for establishing appropriate reserves
intended to provide for final settlement of war production contracts, for
post-war readjustments, and for other possible losses or adjustments resulti n g from present conditions. Where such reserves are established, a full and
accurate disclosure of the reserves established and the purposes thereof is
required by Regulation S-X in financial statements filed with the Commission. */
"Since reserves such as those mentioned will differ in character, depending on the purpose underlying their establishment, the provisions of Regulation S—X that will be applicable depend to some extent upon the nature of the
particular reserves. Reserves in the nature of valuation or qualifying reserves are required to be deducted from the assets to which they apply in
conformity to Rule 3-11 of Regulation S-X. Others not relating to specific
assets should properly be shown under Caption 32 of Rule 5-02-—Reserves, not
eleswhere shown. In still other cases the contingency or condition against
which the reserve is provided may be so indefinite and problematical that the
reserve is in effect no more than earmarked earned surplus and can best be
shown as a subdivision thereof. Finally, in certain cases the reserve may
reflect the estimated amount of an actual liability and should be shown as
such. In any case the caption of each reserve or major class of reserves
should be clearly descriptive of the purpose for which the reserve has been
established. It should further be noted that Rule 12-13, which asks for supporting data as to all reserves not included in specific schedules, requires
that the reserves be grouped and listed according to major classes under properly descriptive titles. While the instructions permit the grouping of
special contingency reserves if would be improper, in my opinion, so to
group reserves of the character under discussion or to combine them with
other reserves as to fail to disclose clearly the various types of war contingencies and conditions for which reserves have been established.

*/ Cf. American Institute of Accountants, Accounting Research Bulletin No.13,
"Accounting for Special Reserves Arising Out of the War," dated January,
1942.
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"Classification and description of the charges made in establishing such
reserves should likewise be given careful attention. In this connection it
should be noted that Rule 3-19 (c) requires disclosure of the policy followed
as to providing for depreciation, depletion, obsolescence, and amortization.
Where establishement of a reserve of the type under discussion involves a modification of any of such policies, a clear statement is called for by the rule.
Where the offsetting charges are not made to the profit and loss or income
statement it will be noted that the schedules required in support of reserves
call for a clear description of the circumstances. Where the offsetting charges
are made to the income statement, it will be noted that Rule 5-03 requires the
amounts, if significant, to be stated separately and clearly described, unless
properly includible under the caption 'Cost of Sales," which caption the rule
does not require to be subdivided.
"Particular attention is also directed to the fact that the requirements
of Regulation S-X are to be considered to be minimum requirements and that
Rule 3-06 specifically requires that there 'shall be added such further material information as is necessary to make the required statements, in the
light of the circumstances under which they are made, not misleading.' However, care should be taken that no disclosure of information is made which
would contravene the Code of Wartime Practices.
"Reserves of the character under discussion may in some cases indicate
a future need of cash, as for example in the case of reserves for separation
allowances.
While the provision of funds to meet necessary expenditures is
not a matter of accounting policy, it may be appropriate to point out that the
mere establishment of a reserve will not of itself ensure the accumulation and
availability of such liquid funds as may be required. Where such future cash
requirements exist, independent consideration should be given, as a matter of
financial policy, to the desirability of taking additional steps toward providing such funds, as by 'funding' the reserve through accumulation and
possibly segregation of cash or, liquid assets equivalent to the reserves
established."
oOo

